
STOP 



Early Journal Content on JSTOR, Free to Anyone in the World 

This article is one of nearly 500,000 scholarly works digitized and made freely available to everyone in 
the world by JSTOR. 

Known as the Early Journal Content, this set of works include research articles, news, letters, and other 
writings published in more than 200 of the oldest leading academic journals. The works date from the 
mid-seventeenth to the early twentieth centuries. 

We encourage people to read and share the Early Journal Content openly and to tell others that this 
resource exists. People may post this content online or redistribute in any way for non-commercial 
purposes. 

Read more about Early Journal Content at http://about.jstor.org/participate-jstor/individuals/early- 
journal-content . 



JSTOR is a digital library of academic journals, books, and primary source objects. JSTOR helps people 
discover, use, and build upon a wide range of content through a powerful research and teaching 
platform, and preserves this content for future generations. JSTOR is part of ITHAKA, a not-for-profit 
organization that also includes Ithaka S+R and Portico. For more information about JSTOR, please 
contact support@jstor.org. 



WORLD CURRENCY AND BANKING: THE FIRST 
BRUSSELS FINANCIAL CONFERENCE 



JOSEPH S. DAVIS 



I. INTRODUCTION 

IN the field of currency and banking the past six 
months have been a period of standing fast. Policies 
previously adopted have been on the whole maintained. 
Money rates have been firm — on a high level in most 
countries, moderate or low in a few others. Recently 
a few increases have occurred. In central and eastern 
Europe inflation has continued rampant. In Belgium, 
Italy, and Spain there has been further currency ex- 
pansion. Generally elsewhere, expansion has either 
slowed down, or contraction has begun to appear where, 
as in Japan and America, the business reaction has gone 
farthest. Restrictions on gold movements have not 
been modified, except to tighten them where, as in Spain 
and Argentina, the exchanges have moved strongly 
against a country and threatened to cause gold export. 
Gold movements have been of slight significance for 
currency purposes, chiefly swelling the reserves of the 
United States, Japan, and Argentina, which were al- 
ready abundantly supplied. No obvious progress has 
been made toward solving the currency problems left 
by the war — inconvertible paper, fluctuating price 
levels, dislocated exchanges. The critical related prob- 
lems of increased production and normalized trade are 
equally unsolved. 

The turn of the year in most countries is a season of 
marked financial strain. This year it is complicated by 
the reaction in business which has now been in progress 
for several months almost throughout the world. Cuba 
and South American countries have experienced finan- 
cial panics, such as Japan suffered last spring. Else- 
where the liquidation has been more orderly, though 
painful enough. Meanwhile, the serious damage to the 
world's economic machinery has not been made good: 
some parts have been replaced; Belgium has made good 
strides toward resuming normal activities; and France 
has accomplished some reconstruction; but in several 
lands the whole mechanism is rusting out or deteriorat- 
ing further for lack of proper repairs and use. There 
have been good harvests; much quiet constructive 
work has been taking place; but, taking the world as a 
whole, it may be doubted whether the aggregate pro- 
ductive forces are more effective than they were a year 
ago. A turning point in a world cycle of "prosperity 
and depression" may have been reached last spring; a 
more fundamental turning point, from declining to in- 
creasing productivity, seems to he ahead. Before 1921 
is far advanced new developments must be expected. 
World conditions are still fundamentally so abnormal 
that pre-war experience affords only moderate aid in 
forecasting these developments. Far more than before 
the war, they depend upon government policies, na- 



tional and international action, and the judgment of 
men of finance upon measures which will best facilitate 
the essential readjustments. 

It is therefore pertinent to review an outstanding 
event of the autumn — the International Financial 
Conference which sat at Brussels from September 24 to 
October 8. 1 Proposed last January in memorials sub- 
mitted simultaneously to leading governments; ap- 
proved by those governments with varying degrees of 
caution or enthusiasm; called by the Council of the 
League of Nations; successively postponed from May 
to July, and from July to September — the Conference 
finally assembled, grappled seriously with the world's 
financial problems, and reached certain unanimous con- 
clusions. Eighty-six delegates were present, represent- 
ing 39 nations containing three-fourths of the world's 
population and including practically all the important 
countries except Russia, Turkey, Mexico, and Chile. 2 
The representatives were in the main leading bankers 
and treasury officials, who "attended as experts and 
not as spokesmen of [existing] official policy." Invalu- 
able preliminary spade work had been done by the Sec- 
retariat of the League of Nations, assisted by eminent 
economists, in providing statistical and other evidence, 
and economic analyses, bearing upon conditions and 
prospects. It was therefore a workable body, represen- 
tative, able, informed. Despite considerable advance 
skepticism as to its potentialities, and a deal of sneering 
while it was in session, the Conference seems fully to 
have justified its existence, and to have made a genuine 
and considerable contribution toward solving theworld's 
economic riddle. 

II. THE TASK AND MODUS OPERANDI 
OF THE CONFERENCE 

The Conference was called "with a view to studying 
the financial crisis and looking for the means of remedy- 
ing and of mitigating the dangerous consequences aris- 
ing from it"; subject, however, to the instruction that 
"none of the questions which are the subject of the 
present negotiations between the Allies and Germany 
should be discussed at the Conference." 

These limitations must be borne in mind. The Con- 
ference was to analyze and recommend, not to set ma- 
chinery in motion. Not the whole economic situation, 
but primarily its financial aspects were assigned for 

1 A summary report of the Conference has been printed by the World 
Peace Foundation, 40 Mt. Vernon St., Boston. This contains the closing 
addresses, the plan for international credits, a list of delegates, and a list 
of the documents prepared for the conference. 

2 The United States was "unofficially" represented by Mr. R. W. Boy- 
den, a Boston lawyer, whose official position in Europe was indicated by 
designating him as "delegate near the Reparation Commission." 

[349] 



35° 



THE REVIEW OF ECONOMIC STATISTICS 



consideration. In particular, silence was expressly 
enjoined with respect to the vexed, but well-nigh domi- 
nating, problem of the German indemnity. Each of 
these restrictions undoubtedly contributed something 
to the success of the Conference within its limited field; 
but, in view of them, expectations of immediate practi- 
cal gain from the Conference were foredoomed to dis- 
appointment. It must be judged by the perspective 
it achieved, the soundness of its analyses, and the ap- 
plicability of its recommendations within the limits 
assigned. Thus judged, the consensus of solid opinion 
is that the Conference succeeded. A conference of 
specialists in financial disease, assembled for diagnosis 
of the acute illness of the nations, it reached unanimous 
agreement upon the main points of a diagnosis and 
upon the mode of treatment appropriate to the present 
stages of the disease. 

The Advisory Committee formulated the purposes of 
the Conference more specifically as follows : 

(i) To obtain as complete a picture as possible of the situa- 
tion of the world and by comparison of the situation in the vari- 
ous countries to make it possible to form a judgment as to the 
importance and difficulty of the problems with which they re- 
spectively are faced. . . . 

(2) By an interchange of opinion and experience to assist each 
country to arrive at the soundest possible policy for dealing with 
the difficulties revealed in the survey and to ensure that such 
national policies are not antagonistic. 

(3) To discuss and formulate a scheme or schemes to meet 
those difficulties where national action needs to be supplemented 
by international agreement. 

To accomplish the first object, three steps were taken. 
Statistical data and other pertinent information were 
assembled and digested by the League of Nations Sec- 
retariat. A few economists of international repute were 
invited independently to render expert opinions upon 
the situation, and to join in an agreed statement. 
These documents having been circulated to the dele- 
gates in advance, the opening sessions of the Conference 
were given over to declarations "on behalf of each dele- 
gate dealing with its national situation," while the dele- 
gations submitted written memoranda elaborating the 
salient features of their situation and policies. 

Most of the Conference was given up to the second 
object — the consideration from a general viewpoint of 
the best policies to be pursued by individual nations 
upon the common problems revealed by the informa- 
tion available. The general viewpoint was stressed in 
the official speeches of President Ador, and the Vice- 
Presidents, Mr. Brand, Dr. Vissering, and M. Celiers, 
who introduced the discussion upon the main topics. 
The consideration of national policies was done mainly 
in three large committees on Public Finance, Currency 
and Exchange, and International Trade which in turn 
reported to the Conference. 

With respect to international action, the Secretariat 
had invited suggestions in advance of the Conference. 
Few were submitted. It therefore gathered from a vari- 
ety of sources such suggestions as seemed pertinent, 



and circulated them to the delegates. These, together 
with others proposed by the economists or made at the 
Conference itself, were considered in part by the ap- 
propriate committees, but in the main by a fourth com- 
mittee on International Credits which was organized 
and reported like the others. 

Finally, the reports of the committees were debated, 
and eventually adopted unanimously. 

III. STATISTICAL AND OTHER EVIDENCE 
COLLECTED FOR THE CONFERENCE 

The entire series of preliminary documents, and the 
reports of the Conference itself, deserve study by those 
who wish to understand the present European economic 
situation and to forecast its future. Fortunately, the 
material is accessible; the League of Nations has pub- 
lished the documents in French and English, 1 and 
several of the more important documents have been 
printed or summarized in the financial journals. 2 

The statistical documents prepared primarily for the 
Conference deal respectively with (777) Currency and 
the Exchanges, (IV) Public Finance, (V) International 
Trade, (VII) Retail Prices, and (VIII) Coal Production, 
Consumption, and Trade. In the main, these compare 
the years 1913 and 1919, and so far as possible, bring 
the data down to a more recent date by monthly or 
quarterly figures. 

The volumes of statistics are not merely collections 
of crude figures. On the contrary, the data are selected, 
worked up, and carefully presented as a basis for inter- 
pretation. Qualifications are suggested, and methods 
of analysis used, which are pertinent not only to the 
statistics shown, but to the statistical data which must 
continue to be used in following the course of events. 
For example, the paper on International Trade summa- 
rizes the various methods employed in different countries 
in valuing exports and imports (pp. 14-19); converts 
reported figures for 1913 and 1919 into equivalent 
dollars of trade per capita (p. 5); and supplements 
value figures by certain data for tonnage moved (p. 13). 
Some crudities exist; numerous gaps appear; many 
obstacles to comparability of data remain to be re- 
moved; fuller interpretation and qualifications are 
desirable — but upon the whole the papers represent a 
great advance in the utilization of statistics by an inter- 
national conference, and give evidence of one contribu- 
tion which the League of Nations Secretariat can clearly 
make to the solution of international problems. Incom- 
plete though they are, the figures are more complete and 
the interpretation is more adequate than any one nation 
could have prepared for itself. The whole Conference 
was thus put in possession of information, impartially 
collected and digested, with which even the best in- 

1 Printed by Harrison & Sons, Ltd., St. Martin's Lane, London, W. C. 2. 
A list of the preliminary documents is given in the Report of the Conference 
mentioned above. Information can doubtless be obtained from the League 
of Nations Bureau, recently opened at 2702 Woolworth Building, New York. 

2 See especially, the London Bankers' Magazine, October and November, 
1920, and the Commercial and Financial Chronicle. 
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formed delegation could not have been supplied by its 
national organization. 

There is hope for the future of such statistics. All 
who have attempted to follow closely the course of 
events in foreign countries have found themselves 
baffled by lack of data, and by incomparability and un- 
intelligibility of data. The gathering of such statistics, 
and the reduction to comparable and intelligible form, 
is no easy task even for an international agency. Since 
the League of Nations Secretariat has done so much, it, 
or some similar successor, can do more. Over a year 
ago it took the lead in organizing an international con- 
ference on standardization of national statistics essen- 
tial for international use. If it continues to function, 
such a move will be followed up. The Conference ad- 
vises the continuance of the collection and publication 
of such information, and urges that the nations supply 
regularly budget estimates, semi-annual reports of public 
receipts, and expenditures. Continuous collection and 
competent study of such material will yield increasing 
adequacy, comparability, and skilled interpretation. 

No resume of the statistical evidence can be attempted 
here. Many of the facts concerning leading countries 
are familiar to students of the world situation. Certain 
of them have been presented and emphasized in earlier 
issues of this Review. Others are emphasized in the 
course of this article. Impressive aspects of the show- 
ing are the difficulties of the former neutrals. We have 
known that the times were out of joint, but it is impres- 
sive to see the number of joints that are dislocated, and 
the degree of the dislocation. The impression is not 
explained away, but rather becomes clearer, as crude 
data are refined and fair comparisons are introduced. 
Certainly no one can examine the data and go away with 
an impression that normal conditions are measurably 
within reach. 

A few typical generalizations from the statistics may 
be cited from the document on Public Finance, which 
will impress the reader as they impressed the Confer- 
ence. The United Kingdom and Czecho-Slovakia are 
the only two countries reported whose 1919 actual 
revenues, and 1920 estimated revenues, exceed esti- 
mated expenditures for 1920; consequently govern- 
ment debts continue to mount with greater or less 
rapidity. The present government expenditure per 
head for leading European countries ranges from 21 to 
40 per cent of the estimated national income. On the 
average, 20 per cent of national expenditure is being 
diverted to maintenance of armaments and prepara- 
tion for war. Generally speaking, governments are now 
spending larger amounts in this way, even after allow- 
ing for price changes, than in 1913. Most countries 
are incurring heavy deficits in connection with railways 
and other public works. To some extent the differentia- 
tion between "ordinary" and "extraordinary" budgets 
leads to a less unfavorable impression, but no such dif- 
ferentiation can hide figures of mounting public debts. 

Besides the statistical pamphlets, a few other infor- 
mational papers were prepared for the Conference. 



Papers VI and LX comprised reports to the Supreme 
Economic Council by its Consultative Food Committee 
and its Communication Section, dealing respectively 
with the European food and transport situations. These 
documents have not yet become available in America. 
Paper XPV is a memorandum by Mr. G. Findlay Shirras 
on the Price of Silver, which proved to concern the Con- 
ference but slightly. 

Paper X summarizes Government Measures for Relief 
Credits and the Promotion of Export. Here are set forth 
the work of the International Relief Credits Committee ; 
the provisions of the American War Finance Corpora- 
tion Act, the Edge Law, and the Webb-Pomerene Act; 
the provisions and operations of British Overseas Trade 
(Credit and Insurance) Act; and the origin and func- 
tions of the French National Bank of Foreign Trade. 

Paper XI "shows the steps that have been taken by 
the different countries to regulate exchange operations, 
and includes the text of the more important laws, de- 
crees and administrative regulations which have been 
issued." It does not deal directly with import and ex- 
port prohibitions which likewise affect the exchanges, 
but which are established with other objects. Nearly 
all the late European belligerents except Great Britain 
have adopted measures for exchange control, as also 
have Spain and Brazil. Most such measures now in 
force were adopted in 191 9. The general object has 
been to secure "the most nationally profitable use of 
the funds which each country can obtain abroad." The 
specific objects were (1) to restrict the export of capital, 

(2) to prevent speculation in exchange and currencies, 

(3) to ensure that only foreign currencies are obtained 
from the export of commodities or securities, (4) to 
restrict imports of certain commodities, and (5) to pre- 
vent the export of domestic currency. The methods 
are cumbrous, and give rise to friction, delay, and other 
obstacles to trade; but their effectiveness has not been 
investigated. 

W. THE VIEWS OF THE ECONOMISTS 

Brief papers were submitted by Professors Panta- 
leoni (Italy) and Gide (France); Professors Bruins 
(Holland) and Pigou (England) wrote more fully; and 
Professor Cassel (Sweden), who in recent years has con- 
centrated his attention largely upon the national and 
international aspects of the problems now before us, 
submitted a comprehensive and acute memorandum 
which unquestionably influenced the Conference. Sub- 
sequently, upon request, the five economists met and 
drafted a joint statement of their common convictions 
upon matters of immediate practical importance. This 
cogent summary runs as follows : 

The principal need of Europe is a resumption of work and 
production. The following recommendations are of course sub- 
ject to this understanding, and, in turn, their fulfilment is a very 
important condition of this resumption. 

I. Inflation 
1. It is essential that the inflation of credit and currency 
should be stopped everywhere at the earliest possible moment. 
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2. To this end, Government spending must be cut down, the 
conduct of Government enterprise at less than cost and the pay- 
ment of subsidies on particular commodities and services must 
as far as possible be abolished and military and naval expen- 
diture stringently restricted. 

3. The equilibrium of State budgets must be restored, loans 
not being employed to meet ordinary current requirements. 

4. Artificially low bank rates out of conformity with the real 
scarcity of capital and made possible only by the creation of new 
currency, must be avoided. 

5. Floating debts should, as soon as practicable, be funded. 

II. Exchanges 

6. The level of the exchanges tends to correspond with the 
relative internal value of the currencies of the several countries. 
The serious depression of certain exchanges beneath their real 
parities would be ameliorated by: (a) the funding of floating 
debts held abroad in the form of notes; (b) the restoration as 
soon and as far as practicable, of normal trade intercourse be- 
tween the different countries. 

III. International Credits 

7. The grant of credit (whether through an international loan 
or system of guarantees to private lenders or otherwise) to dis- 
tressed countries must naturally be conditional upon some prior- 
ity being given to these credits and upon other claims being 
postponed till those credits have had time to exercise their in- 
fluence upon production. 

8. The grant of credits should be conditional: (a) upon their 
being used only for the most immediately remunerative purposes, 
including the provision of means of subsistence for the labouring 
population, and (b) upon the borrowing countries doing every- 
thing in their power to cooperate in the work of restoring eco- 
nomic life. 

o. The capacity of the lending world to grant credits will de- 
pend, in great measure, upon the restoration of real peace and 
normal conditions of international trade. 1 

For the most part, as will appear, the views just 
quoted are incorporated in the recommendations of the 
Conference. 

The separate memoranda yield evidence of marked 
difference in emphasis, and a few clashes of opinion. 
Professor Pantaleoni's contribution is a picturesque and 
vigorous denunciation of government interference as 
the root of all our evils. Governments are not perform- 
ing their proper functions — the maintenance of law 
and order and the sanctity of contracts. They are 
vainly endeavoring to exercise functions they cannot 
advantageously perform — the management of rail- 
ways and shipping, the control of harbors and in- 
ternational commerce, the regulation of prices and 
exchange, the requisition and distribution of goods. The 
League of Nations, as now conceived, is merely a new 
instrumentality "to fetter private activity, freedom of 
contract, liberty of circulation of capital and labour, 
responsibility for one's own action." The result is 
enormous enhancement of costs, inefficiency of labor, 
lessened productivity, misery. His remedy is simple: 
laissez /aire. Stop inflation, and stability will auto- 

1 By implication, the economists seem to oppose any measures designed 
directly to stabilize exchanges, and assume that the extension of interna- 
tional credits on a considerable scale is desirable. 



matically ensue. Deflation will only make matters 
worse. Not new taxes, but self-abnegation is required 
of governments. Foreign governments may best aid 
distressed nations by establishing freedom of trade, 
abolishing embargoes and restrictions upon their citi- 
zens, abandoning government industries, paternalism, 
and monopolies. The good old gospel is the gospel for 
today! 

Professor Gide is much more moderate, and is repre- 
sentatively French. He expresses no antagonism to cur- 
rent governmental policies in general. Inflation must 
be reduced, but its influence has been greatly exagger- 
ated and it has had various good effects. Moderate 
deflation is perhaps desirable if accomplished gradu- 
ally — but mainly for its psychological effects abroad. 
The balancing of budgets is indeed an urgent necessity, 
difficult though it is; but beyond agreeing that sub- 
sidies should be abolished and military expenditure re- 
duced if possible, he makes no suggestion. Of vital 
importance is an improvement in the efficiency of labor, 
"all the financial and economic solutions are contingent 
upon the resumption of work in Europe, and . . . this 
resumption will only take place if some satisfaction can 
be given to the working class aspirations which are diffi- 
cult to understand and which they themselves cannot 
define." Regarding international action, Professor 
Gide regrets that the war did not bring a financial en- 
tente. He summarizes, and evidently agrees with, the 
dominant opinion in France favoring the cancellation 
of interallied debts and an entente guarantee of the 
indemnity to be paid by Germany; and he considers 
"that one of the principal tasks of the Conference 
should be to study the ways and means of rendering" 
this possible. 

Dr. Bruins submits a straightforward review of the 
outstanding features of the present financial situation. 
He opposes, as present policies, either deflation or the 
establishment of new gold parities, but considers that a 
final decision upon currency contraction and restoration 
of the gold standard must be left to the future. More 
than many economists he emphasizes the influences out- 
side the field of currency and finance — the loss of fife 
or productive capacity; the deterioration of transpor- 
tation facilities by land and sea; the hindrances to in- 
ternational trade; the transformation of industry into 
a war supplying organization; the abnormal post-war 
mentality following years of war strain. He does not 
minimize, though he does not roundly condemn, the 
action of governments in bringing about inflation and 
the evils in its train. As to remedies, he favors as a 
starting point "the absolute cessation of all further 
inflation," and the restriction of credit by raising bank 
rates to the level of investment rates, coupled with a 
governmental policy of funding floating debts. A cer- 
tain stability of exchanges may be obtained by stopping 
inflation, restoring free exchange of goods, and funding 
unfunded international credits (including paper money). 
When this stage has been reached, further instability 
may be held in check in most countries, as in Austria 
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after 1892, by the cooperation of the government and 
central bank in an intelligent policy in the field of 
foreign exchanges, coupled with a restrictive discount 
policy. A few countries, he thinks, may be able more 
promptly to reestablish the gold standard. 

The extension of international relief credits to nations 
in a desperate situation, as Austria and Poland, he re- 
gards as imperative, as a sine qua non of the restoration 
of economic life. Such credits should generally be gov- 
ernment loans, directly or through an international 
body, subject to a minimum of guarantees so as to leave 
margin for further credits on private account. Where 
conditions are less desperate, reconstruction credits on 
a large scale are necessary for fundamental productive 
uses — to permit replenishing stocks of fertilizers, raw 
materials and fuel, the replacement and repair of ma- 
chinery and plant, and in particular the restoration of 
transportation facilities. To this end international 
cooperation will probably be necessary; but any scheme 
adopted must be conditional upon action by the bor- 
rowing country to stop further inflation and restore 
order in currency and trade, thus removing certain ob- 
stacles to the development of private credits. A gen- 
eral international loan he regards as chimerical; but 
there is some hope of the development of a special 
banking organization for extending private credit under 
special guarantees. 

Professor Pigou points out the basic facts of world 
shortage of consumption goods and goods for capital 
equipment, and the ill-adjusted distribution of the ex- 
isting goods which intensifies the evil effects of the exist- 
ing shortage. The result is decreased current production. 
The need is economy in consumption, enhanced pro- 
duction, and, to this end, restoration and effective use 
of productive facilities. 

An international loan controlled and distributed in the 
general interest, if politically feasible, he regards as eco- 
nomically feasible and advantageous, as an important 
emergency measure to set in motion the industrial ma- 
chinery in specially needy countries. He thinks most 
practical, of various possible methods, M. Delacroix's 
suggestion that an international authority issue guar- 
anteed bonds to borrowing governments, to be sold by 
the latter in the world markets for such prices as the 
bonds would bring — it could not end in a fiasco; the 
best possible terms could be obtained by the borrowers; 
and with reasonably stringent conditions the risk to the 
guarantors need not be large. For extension of inter- 
national credit by this means, "the leading criterion 
must be, for consumption loans, urgency of need, and for 
production loans, probable productivity in the near 
future." This would necessitate statistical investiga- 
tion, priority schedules, a process of rationing — the 
object being to set in motion idle or ineffective produc- 
tive forces and to promote the steady increase of their 
productivity. Important conditions appropriate to 
grants from such international loans would include: 
(1) effective prevention of loans or investments abroad 
by citizens of the borrowing country; (2) enforced 



utilization, for essential imports, of export or other 
foreign exchange credits of the borrowing countries; 
(3) ensuring that export sales be made at world market 
prices, not at severe sacrifices; (4) limitation of mili- 
tary expenditures. In any case the international admin- 
istrative authority would necessarily exercise certain 
discretion. 

With respect to currency Professor Pigou summarizes 
briefly the course of inflation as follows: inadequate 
taxation and public loans, resort by governments to 
bank loans, transfer of bank balances to private ac- 
count, increase of prices, new issues of note currency. 
The result is a concealed proportionate income tax as- 
sessed without allowance for family conditions, without 
distinction between earned income and invested income, 
without graduation of rates, placing special burdens 
upon salaried classes and wage earners, causing friction 
in adjusting pay to prices, and resulting in the transfer 
of real income from holders of fixed income-bearing secu- 
rities to holders of variable income-bearing securities. 
There is further danger of domestic and foreign distrust 
of the currency, reflected in extreme depreciation of the 
currency and foreign exchanges, and resulting in serious 
diminution in trade and consequently in production. 

The remedy is for every government to stop financing 
itself by further bank credits, to fund or pay off floating 
indebtedness, and to stop the indefinite creation of bank 
credits on private behalf by high bank rates or limita- 
tion of expansion of bank note issues. Where currency 
has flowed abroad (as in the case of Germany, Austria, 
Italy, and France) this too requires to be funded, and 
further export must be stopped. Such measures would 
considerably reduce the instability of prices and ex- 
change rates. 

The further step is necessary of establishing currency 
parities with gold, thus reestablishing an effective gold 
standard. But what parity? Professor Pigou con- 
cludes "that the case for a return to the pre-war parity 
is stronger . . . the nearer to this parity a country's 
currency is found to be when 'inflation' is finally 
stayed." Current prices and exchange rates give no 
conclusive evidence of the gap between pre-war and 
stabilized parities. Mere cessation of further inflation, 
and improvement in balances of trade, would probably 
yield price levels and exchange rates indicating much 
less depreciation than appeared during the process of 
inflation. On the whole, "for the United Kingdom, 
where the gold exchange is only depreciated some 20 per 
cent, the balance of argument is clearly in favour of a 
return to pre-war parity; for Austria and probably Ger- 
many it points to a substantially lower parity; for Italy 
and France the issue is less clear, but there can be no 
doubt that, if a return to pre-war parity is aimed at, the 
strain will be exceedingly severe, and the process of re- 
turn must be slow." The establishment of a new parity 
would call for consideration by an expert commission of 
special measures to alleviate the hardships which any 
material change of parity would introduce. 

Exchange fluctuations at present involve two ele- 
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ments: the variation in the purchasing power of the 
currencies, which depends upon currency conditions in 
the countries concerned; and alterations in the current 
balances of indebtedness, which tend to set up their own 
correctives. Systematic international barter has pos- 
sibilities where a country's foreign rates must continue 
to fluctuate. Various proposals for removing such fluc- 
tuations are objectionable. A new money of account to 
serve for foreign trade transactions would not reach the 
heart of the difficulty. To resume a pegging of the ex- 
change would merely aggravate the disease. The cen- 
tralized control of exchange might limit unintelligent 
speculation in exchange but could do no more than 
"narrow the range of short period movements about the 
general trend." Regulation of currency according to 
exchange rates, assuming inflation stopped, would main- 
tain a center of parity, but would not prevent wide 
fluctuations. The only sound way to remove exchange 
fluctuations is to establish a gold exchange standard, 
making the currency freely convertible into foreign ex- 
change or gold for export at a fixed rate. Since the 
advantages of such a policy would be more than propor- 
tionate to the number of countries concerned, inter- 
national conference and agreement upon the policy 
would be called for. Successful execution of the policy 
would require the possession of a moderate store of 
gold, the restoration of export trade to an extent suffi- 
cient to pay for current net imports, and the funding 
of short period indebtedness to foreign governments 
and individuals. 

Professor Cassel's discussion, if not always convinc- 
ing, is illuminating in its analysis and positive in its con- 
clusions as to required measures. War time expansion 
of currency and bank deposits was the chief factor in 
raising price levels; scarcity of goods played a subordi- 
nate r61e; government price control influenced prices of 
particular commodities, but not materially the general 
level. The war-time inflation was initiated by the hur- 
ried "creation of artificial buying capacity" in the 
hands of the government, resulting directly or indirectly 
in an arbitrary creation of legal tender money and in 
turn, expanded deposit currency. Inflation proved an 
effective means of war finance, compelling surrender of 
real income by classes whose money incomes did not rise 
with living costs; but it led to great hardships and ex- 
erted a pernicious influence in economic life. Inflation 
in neutral countries he attributes to the fact that neu- 
trals were more or less compelled to make advances to 
belligerents and increased state expenditures to an 
amount soon exceeding their annual savings. "Gold 
inflation" is treated as a subordinate factor, apparently 
because of Swedish experience. 

Inflation since the war has been mainly caused by 
extravagant government expenditures — in military 
expenditures, subsidies, selling commodities or services 
below costs, and indirectly by price and rent regulation. 
Some of these tend directly to weaken production. In 
general they tend to interfere with the natural adjust- 
ment of supply to requirements, and to leave bene- 



ficiaries with enlarged purchasing power to expend in 
other directions. As a whole they require too great 
a burden to be financed out of income, and exhaust 
savings which industrial development sorely needs. 
Methods of taxation recently developed aggravate the 
situation by reducing savings instead of consumption. 
Laxity in granting private bank credits is also a large 
factor in inflation. " In all countries the rates of discount 
of the central banks have been kept far beneath the 
heights which would have corresponded with the ex- 
traordinary scarcity of capital. ..." The result is a 
disturbed equilibrium of the capital market, and ineffec- 
tive efforts artificially to restrict demand. "As long 
as the banks, and ultimately the central banks, have to 
meet greater demands than can be satisfied by real 
savings, an arbitrary creation of bank money is in- 
evitable." 

The depreciation and fluctuation of the exchanges is 
attributed primarily to the fact that, with inconvertible 
paper standards, quoted exchange rates depend upon 
the relative purchasing power of the currencies of the 
two countries, and these are continually varying. Gold 
parities are gone, never to return as before the war. 
Reference to them hinders clear understanding. The 
significant parities today are "the purchasing power 
parities," determined by the quotients of the internal 
purchasing powers of the different currencies. Abnor- 
mal deviations from these significant parities have been 
caused by restrictions upon foreign trade and transport, 
distrust of the future of monetary standards, and sell- 
ing of currency of a country abroad to speculative 
buyers — as has occurred on a gigantic scale in Ger- 
many. Professor Cassel emphasizes the fact that it is 
the instability of exchange rates, while settling down 
to some "purchasing power parity" or deviating ab- 
normally from it, that constitutes the great disturbing 
influence in foreign trade. "A situation which allows 
such fluctuation of the exchanges is quite intolerable; 
the complete impossibility of making an ordinary 
business calculation or an economic forecast of any 
kind threatens not only international trade but the 
whole economic life of a continually growing part of 
the world with a complete breakdown." But the abso- 
lute level of the new purchasing power parities, once 
reached and maintained, is a matter of slight con- 
sequence. 

The stabilizing of prices and exchange rates necessi- 
tates stabilization of the different monetary standards. 
For this several related steps are requisite. Inflation 
must be stopped. Indefinite increases in the supply of 
money must be prevented, although rigid limitations 
are objectionable. Bank discount rates must be raised 
to a point corresponding to the scarcity of capital. 
Such rates cannot hamper production, for it is the 
scarcity of capital, not of credit, that hampers produc- 
tion; they will merely tend to direct production into 
channels most productive for present needs. Discrim- 
ination in lending must be practiced, favoring early re- 
munerative enterprises, competitive operations, and 
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necessaries over luxuries. Efforts to heap up further 
gold reserves are futile and dangerous. Government 
expenditures must be radically restricted, by any and 
all means. If these steps are difficult, the alternative 
is prolonged inflation. 

But what a prolonged inflation means should, at this moment, be 
clear to everybody: It means a progressive falling into pieces 
of all organized economic life, and of the moral forces which are 
its foundation, actual starvation for large classes of the popula- 
tion, growing social unrest, and, ultimately, the complete catas- 
trophe when the food producers altogether refuse to take the 
depreciated paper money in exchange for their products. If 
anybody still believes this forecast to be the exaggeration of a 
pessimist, he has only to lay before himself the map of Europe. 
All the successive stages of the process of inflation are there rep- 
resented simultaneously, England, France, Italy, Germany, 
Austria, and Russia showing some typical milestones on the 
downward road to the ultimate catastrophe. No country that 
is gliding on this slope can feel itself safe from unexpected con- 
sequences, nor can Europe as a whole regain security and 
strength as long as any important part of it is still involved in 
this most pernicious process. 

Deflation to pre-war levels, Professor Cassel says, is 
Utopian, and thoroughly objectionable. It could be 
forced only by excessively heavy taxation or heavy re- 
strictions on bank loans, or both. It would cause states 
and private debtors insuperable financial difficulties. A 
certain amount of deflation may be desirable, but no 
scheme of deflation should be adopted which would in- 
volve a general reduction in money wages. Resumption 
of gold payments on the pre-war basis will be possible, 
though difficult, for Great Britain; but is out of reach of 
France or Italy. Decisions as to eventual parities may 
be left to the future. The stopping of inflation may well 
engage all energies at the moment. 

The problem of stabilizing exchanges, he holds, is 
partly one of stabilizing internal monetary stand- 
ards, and partly one of removing causes of abnormal 
deviations in exchanges. The latter involves restoring 
freedom in international trade, removing price discrimi- 
nations and export and import prohibitions. A new 
international currency is unnecessary and would merely 
create new complications; most schemes for an inter- 
national standard involve creating new masses of paper 
currency, which would continue the process of inflation 
on a world-wide scale. A return to the gold standard 
is generally desired, and perhaps justly so. If we are to 
return, it is the common interest of the world to prevent 
gold from rising again in value. Deflation by the United 
States would "seriously aggravate the restoration of a 
pre-war gold parity or the maintenance of a newly 
established gold parity." Great Britain's policy of 
limiting uncovered currency notes and adding to her 
gold reserves is similarly anti-social. If her example 
were followed, the value of gold would rise. A better 
policy would be for England, and a strong combination 
of smaller countries, to throw gold on the market, cause 
its value to fall, perhaps enough to restore pre-war pari- 
ties of these countries. Eventual stabilization of the 
value of gold must be sought by regulating the monetary 



demand for gold with a view to reducing it as the grow- 
ing scarcity of the gold supply may require. 

Professor Cassel is a severe critic of the Peace Con- 
ference and of entente policies since the Armistice. 
"The new conditions created have been of such a char- 
acter as to make a revival of economic life to a great 
extent impossible." Because of this, the economic situa- 
tion of central and eastern Europe is much worse than 
it ever was during the war. The present population 
cannot live within its boundaries; it is not allowed free- 
dom of emigration; " the result is that the present popu- 
lation, trying to live on a half-standard, is gradually but 
fatally deteriorating in physical and moral force, and 
that the growing generation, weakened from the outset 
by starvation and disease, is doomed to an extremely 
miserable and ineffectual life. A productive organiza- 
tion which used to set a good standard for the world is 
quickly deteriorating, and highly disciplined social or- 
ganization is dissolving and sinking down into a state of 
continual unrest and even partially into pure anarchy." 
The conditions of life in the defeated countries need to 
be thoroughly remodelled, for " the process of economic 
deterioration and social dissolution . . . cannot be con- 
fined within their boundaries" — it is dangerously con- 
tagious; and the rest of Europe cannot but be seriously 
affected by such impairment of their productive ca- 
pacity. 

The prerequisites for positive reconstruction are 
peace and friendly cooperation, international and do- 
mestic ; the establishment of sound monetary standards ; 
the widest possible application of freedom of trade; full 
resumption of trade relation on the freest possible basis 
with the outside world; universal recognition of rights 
of private property; and guarantee of equal treatment 
of subjects of all nations. Positive reconstruction 
measures must aim to develop the production and trade 
of the countries in need of help. One of the most effec- 
tive measures would be to organize under central con- 
trol the railway system of central Europe, ensuring the 
capital required for efficient operation, equal treatment 
of all shippers, and a paying basis for the railways 
themselves. Nor is mere physical reconstruction re- 
quired; in view of the pressing need for food and certain 
raw materials, much of Europe's present population 
could more advantageously be employed on other 
continents. 

"Reconstruction," he says, "is primarily a revival of 
work within the distressed country, involving restora- 
tion of order, of intensity of labor, or organization and 
of private enterprise." To assist this, food and material 
from outside are required, which must be provided, 
if at all, out of the surplus of current production over 
consumption and capital requirements of the lend- 
ing countries. Huge world loans are quite out of the 
question. The most that can be expected is financing 
export surpluses from lending countries. For such loans 
Europe must expect to pay the going rates, which will 
be high, and to obtain them it must pay attention to the 
interests of lenders. Therefore, the uses of such loans 
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must be scrutinized, and those only chosen which are 
most immediately remunerative. Meanwhile, the re- 
straint of unnecessary consumption, the promotion of 
saving, and the increase of production are of the highest 
importance for the success of the reconstruction. 

Although Professor Cassel's views in general accord 
with those which the Conference expressed, they are 
more outspoken than the Conference perhaps dared to 
be, and in several respects they are more radical than 
the Conference could unanimously accept. Yet they 
must be reckoned with, as the reaction of a competent 
serious student of the situation who, as a neutral, is in 
a position to see clearly and speak frankly and without 
grave bias. His views, if accepted, would certainly call 
for more strenous efforts to alter the drift of affairs than 
are yet being made. 

V. THE CONFERENCE DIAGNOSIS 

There is abundant evidence in the speeches and com- 
mittee reports that the Conference, enlightened by the 
information and analyses laid before it, achieved and 
maintained a perspective, both historical and geographi- 
cal, far broader and truer than is yet widely accepted. 
It was willing to face the facts fully and frankly, as few 
governments have done and as few individuals could 
do. In the reports of the committees and the Confer- 
ence, because of the limited "terms of reference," this 
perspective is unfortunately more or less submerged in 
specific suggestions. It is worth while here to try to 
reproduce it briefly even at the risk of somewhat mis- 
representing the views of the Conference. 

The world is suffering from seriously reduced produc- 
tive power. The war directly destroyed accumulated 
capital goods on a grand scale. Revolutionary activi- 
ties and petty hostilities have continued the process. 
The war devoured current savings, which would nor- 
mally have gone into increase of capital. Moreover, 
capital goods not directly destroyed were inadequately 
maintained, and have consequently lost much of their 
productive power. This process has continued since 
hostilities ceased. Transportation systems, in conse- 
quence, have broken down. Labor power has been 
heavily reduced by war casualties, by subsequent 
disease and undernourishment, and by deteriorated 
morale. The delicate machinery of domestic and inter- 
national trade has been thrown out of gear. Its repair 
is enormously complicated by changes in national 
boundaries, and the establishment of new states with 
comparatively inexperienced governments faced with 
unprecedented responsibilities. Domestic security is not 
yet achieved. New trade barriers and new currency 
systems have arisen. Stocks of fertilizers, fuel, and raw 
materials are ill-distributed. That highly important 
intangible asset, good will, in its domestic and its inter- 
national aspects, has been destroyed in unexampled 
measure. Whole states have been hampered in the re- 
organization of their productive forces. Yet popula- 
tion has increased during the war; and the world is pop- 



ulated to an extent necessitating for its very subsistence 
a vast amount of capital, intricate division of labor (per- 
sonal and geographical, national and international), and 
something approaching the pre-war measure of con- 
tinuity of industry, efficiency of labor, and smoothness 
of domestic and international relations. Failure to 
reach an equilibrium between output and necessary con- 
sumption will mean misery, depopulation, "deciviliza- 
tion" on a large scale, and even greater difficulties in 
restoring equilibrium. The tragedy of the past two 
years is that in large sections of Europe the economic 
situation has grown materially worse since the war, that 
its productive power has continued to decline, and that 
in the world as a whole so slight progress has been made 
in adjustment to the peculiar requirements of the tran- 
sition years. 

The pressing economic problem is to restore and de- 
velop productive power. This requires the utmost 
utilization of existing resources of land, capital, labor, 
and enterprise; it involves reduction of unnecessary 
consumption while capital goods are being replenished 
and becoming themselves productive; it calls for effec- 
tive cooperation, domestic and international; it de- 
mands the focussing of the best intelligence and the 
coordination of the ablest in action to overcome the 
political, social, and economic obstacles which stand in 
the way of recovery. As the belligerents failed in the 
first years of the war, thus far we have failed in peace 
to cope with the extraordinary situation. Continued 
failure must be dismal indeed. The task is enormously 
complex and difficult. But it is high time for a resolute 
facing of its difficulties, and adopting measures adequate 
to the crisis. 

In this perspective existing financial ills must be diag- 
nosed. They are complicated by, and to a large extent 
they are the result of, more deep-seated diseases. Finan- 
cial practices and policies — past, present, and future — 
must be viewed in their bearing upon productivity, im- 
mediate and ultimate. Mere palliatives — the treating 
of symptoms rather than causes — may delay the cure. 
Some such perspective the Financial Conference at- 
tained. Such a perspective has not been widely ac- 
cepted abroad, or here in America. Mere optimism has 
been popular. Favorable tendencies have been magni- 
fied, unfavorable ones minimized. Even an acute 
financial writer, trained to observe the course of events, 
can pen the sanguine statement that "the economic 
recovery of Europe cannot be long delayed." Yet com- 
petent Americans who investigate conditions in Europe 
agree with competent European observers that the 
world is by no means out of danger, and that the recov- 
ery will be tedious and painful. If this be true, it has 
marked importance for American policies, public and 
private. 

Current financial problems are more intelligible when 
viewed in this perspective. Instability of monetary 
standards, radical fluctuations in prices and rates of 
exchange, are serious obstacles to production. They 
introduce incalculable elements into all economic rela- 
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tions. They inevitably promote labor unrest, and con- 
tinuous friction in strivings for readjustment. They 
restrict domestic and international trade. They stimu- 
late speculative activity at the expense of direct pro- 
ductive effort. They introduce heavy risks which make 
the extension of credits more costly, even where they 
are not entirely prevented. They complicate problems 
of government finance. They tempt governments to 
regulate prices, exchanges, and trade by measures which 
operate to reduce trade and thereby decrease produc- 
tivity. They necessitate continuous modifications in 
fiscal systems, which still further increase uncertainties 
and instability. 

But these evils themselves result in large part from 
ill-judged measures of public finance, adopted under 
pressure of an ill-informed public opinion. Inflation, 
a leading factor in instability of prices and exchanges, 
is itself largely due to inability of governments to finance 
themselves without resort to paper money issues or 
bank credit. This inability is due largely to wars, prep- 
arations for war, domestic disputes, costly extensions of 
government subsidies, and control or operation of pri- 
vate industry. All these factors limit extensions of credit. 
So also do restrictions upon trade. But extensions of 
credit are more seriously restricted by the amount 
of available savings. While it is important to adopt 
certain financial policies, it must be understood that 
these alone are not sufficient. Monetary improvements 
must be made, international credits extended, in con- 
junction with improvements in other important phases 
of the world situation. 

VI. PRESCRIPTIONS FOR DOMESTIC 
APPLICATION 

Apart from specific recommendations, certain broad 
conclusions of the Conference are worthy of succinct 
expression: (i) Clear thinking upon the situation is a 
gain per se. Ignorance, misconceptions, illusions, cam- 
ouflage, materially hinder the reaching of wise solu- 
tions. (2) There is no panacea; time is wasted in looking 
for one. The world has been, and is, terribly ill; 
after one crisis has been safely passed there is always 
the possibility of a relapse; recovery is a slow process, 
and after recovery a considerable period of convales- 
cence must be expected. Expectations, after the armis- 
tice, of prompt resumption of pre-war conditions, or the 
attainment of even better ones, were doomed to disap- 
pointment; so likewise are similar hopes today. (3) The 
problems, though common to many nations, must in the 
main be attacked nationally. Although international 
action must supplement, it cannot supplant vigorous 
efforts in individual countries. (4) Attempts to pre- 
scribe an entire course of treatment at this stage are 
vain. Certain steps clearly should be taken at once; 
certain others may be definitely planned for; still 
others may be experimented with. In general, super- 
ficial remedies, those which deal with symptoms rather 
than with the disease itself, must be rejected. But the 



treatment will need to vary from patient to patient, and 
to be adjusted to the progress of the patient. The es- 
sential thing is to make a beginning, for strength breeds 
strength, as weakness begets weakness. (5) The reme- 
dies for financial difficulties are by no means all financial 
remedies; peace, disarmament, establishment of labor 
relations on a new basis — these are not financial solu- 
tions, but they would go far toward normalizing the 
financial situation. 

Certain current policies and practices, the Conference 
declared, should be abandoned with the least possible 
delay: (1) "It is of the utmost importance that the 
growth of inflation be stopped. ' ' It is of illusory benefit ; 
it tends to disorganize business, dislocate the exchanges, 
and create labor unrest. The increase of legal tender 
should be restricted, and the causes which make for its 
increase attacked. (2) Governments must limit their 
expenditures to their revenue — apart at least from re- 
construction of devastated areas — since the expansion 
of government requirements has been the most potent 
cause of inflation. To do this will necessitate abandon- 
ing of other prevailing practices. (3) Government ex- 
penditures upon wars, armaments, subsidies, donations, 
and services at less than cost must be reduced to a 
minimum. (4) The creation of additional government 
credits should cease, and governments and municipal- 
ities should not further increase their floating debts. 
Only "productive" extraordinary expenditures should 
be authorized, and these should be limited to the 
lowest possible amount. (5) Banks, particularly banks 
of issue, should be freed from political pressure and al- 
lowed to establish money rates for governments and 
private credit alike, corresponding to the real scarcity 
of capital. Moreover, "until credit can be controlled 
merely by the normal influence of the rate of interest it 
should only be granted for real economic needs," to 
the exclusion of speculative activities. (6) War time 
public control of private business should be aban- 
doned; "commerce should be freed from control, and 
impediments to international trade removed." (7) Arti- 
ficial economic barriers should be leveled, and " the 
States which have been created or enlarged as a 
result of the war should at once re-establish full and 
friendly cooperation and arrange for the unrestricted 
interchange of commodities in order that the essential 
unity of European economic life may not be impaired." 
(8) Extravagant private expenditures likewise must 
cease. "The strictest possible economy ... is the 
duty of every patriotic citizen." Only thus can available 
productive resources be devoted to the most essential 
operations, and savings made available for rebuilding 
the world's economic structure. 

On the other hand, certain positive policies should be 
adopted forthwith : (1) Strenuous efforts must be made 
to enlighten public opinion upon the real facts of the 
situation. The true state of public finances should be 
currently revealed. The vicious relation between fiscal 
deficits and the cost of living should be made clear, and 
the importance of curbing private expenditures and of 
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genuine saving must be learned. The evils of expendi- 
tures upon "palliatives which aggravate the very evils 
against which they are directed" must be understood. 
(2) Fresh taxation should be imposed to meet such ex- 
penditures as prove positively necessary. The methods 
must vary from country to country, but they should be 
so devised as to decrease as little as possible the stim- 
ulus to work, saving, and business enterprise. (3) Float- 
ing debts, domestic and foreign, should be funded in so 
far as they cannot be paid off. Creditor nations should 
facilitate this action in the common interest. (4) New 
loans, where urgently required for extraordinary ex- 
penditures on capital account for productive purposes, 
should be limited to projects earliest remunerative, 
should be met out of genuine savings, and should be so 
floated as to attract such savings. (5) Internal security 
must be achieved. This is important both as a condi- 
tion of domestic productivity, and as a basis for foreign 
commerce and extension of credit. (6) Special effort 
must be expended upon the restoration of transporta- 
tion systems to full efficiency. (7) New central banks 
of issue should be established, with foreign aid if neces- 
sary, in countries where they do not now exist. (8) A 
return to an effective gold standard is highly desirable, 
though it must be approached with caution. (9) Fi- 
nally, "industry must be so organized as to encourage 
the maximum production on the part of labour, as by 
such production alone will labour be able to obtain those 
improved conditions of life which it is the aim of every 
country to secure for its people." All classes must con- 
tribute their share, and must be willing to accept the 
changes necessary to remedy the present situation. 

VII. RECOMMENDATIONS FOR INTER- 
NATIONAL ACTION 

In several respects, apart from extensions of credit, 
the Conference recommended international action as a 
supplement to national action: (1) It is essential in the 
reduction of armaments, preparations for war, and cur- 
rent war expenditures, which are a luxury the impover- 
ished world can no longer afford and which seriously 
imperil "recovery from the ravages of war." The Con- 
ference "most earnestly" recommends the League of 
Nations to take early and vigorous action to this end. 
(2) A committee, or section of the League of Nations, 
should be set up to continue the collection of finan- 
cial statistics and investigate further currency and 
fiscal policies and progress. The League should collect 
relevant information required to facilitate credit opera- 
tions, and promote the periodical publication of finan- 
cial information in comparative form. In this the 
several nations should cordially cooperate. (3) Newly 
created banks of issue, where their promotion requires 
foreign capital, should be given international control. 
(4) Experts should be asked to examine in detail the 
possibilities of extending on international lines the 
existing system of export credit insurance. (5) An 
advisory body of lawyers and business men should be 



summoned to recommend legislative action toward safe- 
guarding the rights of exporters who export raw ma- 
terials for manufacture and reexport on a system of 
"finishing credits." (6) Progress should be made in 
various minor ways to smooth the operations of inter- 
national trade, finance, and credit, e.g., by unification 
of laws relating to bills of exchange and bills of lading; 
an international understanding on the subject of lost, 
stolen, and destroyed securities; the examination of 
claims by holders of bonds upon which interest is in 
arrear; the reciprocal treatment of branches of foreign 
banks in different countries; the establishment of an 
international clearing house; and an international under- 
standing to prevent double taxation upon investments. 

Finally, the Conference came as near as it dared to 
overstepping the limits imposed by the League Council. 
It felt "justified in associating itself with the hope 
expressed by M. L6on Bourgeois in his report to the 
Council of April 5th last, to the effect that the economic 
uncertainty which besets alike the countries which are 
entitled to receive and the countries which are under an 
obligation to pay reparation claims may speedily be 
removed, since the settlement of this question is indis- 
pensable not only for the reconstruction of the countries 
devastated by the war — a matter of capital importance 
for the reestablishment of Europe's economic equilib- 
rium — but also for the recovery of the States on whom 
the burden of this reparation lies." 

To those who expected the Conference to busy itself 
chiefly in devising easy means whereby nations finan- 
cially weaker might secure credits, its recommendations 
must be most disappointing. Its diagnosis and sugges- 
tions for national action seem vain platitudes. Its sole 
recommendation for international credit facilities ap- 
pears painfully limited and inadequate. Yet sounder 
opinion will probably hold that the Conference pre- 
served a fair balance, recognizing that international ex- 
tensions of credit are wasteful, or even dangerous, unless 
acompanied by sane domestic policies; and history may 
prove that the chief contribution of the Conference lay 
outside the field of international credits. 

Upon this subject, however, the Conference reached 
certain negative conclusions and made one important 
proposal. It recorded its disbelief in direct government 
credits, "apart from particular decisions dictated by 
national interests or by considerations of humanity." 
Concluding that no single system would suffice, it re- 
jected, at least by implication, most of the specific 
schemes which had been laid before it. On the other 
hand, it urged the constitution of an international com- 
mission, composed of bankers and business men of inter- 
national repute, to be placed at the disposal of states 
"desiring to have resort to credit for the purpose of 
paying for essential imports." A definite, somewhat 
elastic plan for the operation of such a commission was 
approved, largely the work of M. Ter Meulen, of Hope 
& Co., bankers, Amsterdam, and M. Avenol, financial 
inspector, France. It recommended that the League 
Council appoint a committee of financiers and business 
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men to define "the measures necessary to give practical 
effect of this proposal." The plan is designed primarily 
to finance essential imports to the countries finan- 
cially weakest — Poland, Roumania, Bulgaria, Austria, 
Czecho-Slovakia, Jugo-Slavia, and perhaps Turkey — on 
conditions whereby the governments of the importing 
countries will pledge, as collateral security for the im- 
porters' bills, newly issued gold bonds secured by pledge 
of certain government assets and revenues. The com- 
mission, aided by sub-commissions which it might ap- 
point, would have supervision of the extension of credit, 
the issue of bonds, and the operation of the scheme, 
even to the extent of managing the pledged assets in case 
of default. 

While there are obvious weaknesses in the scheme, it 
is not very different from methods heretofore used suc- 
cessfully in respect to China. Its limited scope may 
ensure its success; much depends upon the normaliza- 
tion of political conditions in central Europe, and upon 
the prestige and influence which the League of Nations 
can acquire. 

It is significant to note that, by implication, the Con- 
ference accepted the view that no such emergency meas- 
ures are required for countries like France, Italy, and 
Belgium, and that for their salvation improved national 
policies coupled with the ordinary forces of private ac- 
tion will suffice. In these cases, as with the weaker 
countries, the view is expressed that international as- 
sistance may be expected only in aid of real productiv- 
ity, and will be conditional upon resolute persistence in 
sound policies by the needy countries themselves. 

VIII. THE AFTERMATH OF THE 
CONFERENCE 

Substantial progress has been made, so far as inter- 
national action is concerned, in following up the recom- 
mendations of the Conference. About December 10 the 
League of Nations established an economic and financial 
section to collect, digest, and disseminate information 
as suggested by the Conference, and to take steps 
toward carrying out its specific recommendations. A 
few days later the new international credits commission 
was established. A conference of bankers, merchants, 
and insurance men has been held in London to examine 
the possibilities of export credit insurance. The estab- 
lishment of the International High Court must be re- 
garded as a step towards more peaceful conditions, 
though its influence cannot yet be determined. A first 
move has been made in the direction of reducing arma- 
ments. Probably other steps have been taken of which 
reports have not yet come to notice. 

On the other hand, the terms of the German indem- 
nity are not yet announced, much less accepted; and 
this important unsteadying element remains. There is 
not yet much evidence of any noteworthy change of 
spirit toward Germany which would encourage her res- 
toration as a world productive factor; although the 
recent admission of other central European nations to 



the League may signify an important move in this 
direction. The so-called "second Brussels Financial 
Conference," between representatives of Germany and 
the Allies, has apparently made progress toward agree- 
ment on the indemnity question. 

It is too early to judge the influence of the Conference 
upon national policies. Its prestige was considerable; 
the unanimity of its conclusions is impressive ; its views 
are probably in the main those of financial leaders in 
most countries. There is therefore reason to believe 
that influential pressure will be brought to bear upon 
the various European governments to heed the recom- 
mendations and put them into operation. On the other 
hand, there is no doubt that many of the recommenda- 
tions will not be put promptly into force, because of 
political commitments, temporary popular pressure, and 
the inevitableness of making haste slowly. 

Certain measures in line with the Conference recom- 
mendations have been taken. Early in November cen- 
tral bank rates were raised in Spain to 6 per cent, in 
Portugal to 7 per cent, and in Finland to 9 per cent. 
Holland, Switzerland, and Belgium, as well as most 
countries of Central Europe, continue policies of low 
rates. The Italian government, facing a deficit, has 
proposed measures to increase the price of bread, to in- 
crease taxes on incomes, wines, tobacco, and luxuries, to 
double the rate of levy on private capital in 1 921, and to 
abolish certain government restrictions upon private 
trade. The French government has raised railway fares, 
postage rates, and the price of tobacco, and abolished 
subsidies for bread, frozen meat, and sugar; it is issuing a 
loan to fund its floating debt, to begin the reduction of 
its advances from the Bank of France, and to provide for 
extraordinary expenditures; and it has increased taxes 
heavily, with prospects of good yields. The Bank of 
France is endeavoring to ration credit. The British 
government is offering a new loan to fund floating 
indebtedness. 

On the other hand, there is much evidence of continu- 
ing inflation. In central and eastern Europe it has not 
been materially checked. In Italy, Spain, and Belgium 
there has been considerable expansion in recent months. 
In France, the note issue was much higher between 
September and November, and there appear to be hid- 
den factors of currency expansion — special notes are 
being issued for the Saare district, and the bonds of the 
new loan may be had in a form convenient for circula- 
tion. Several South American countries, including 
Brazil, Peru, and Paraguay, are embarking upon a 
policy of issuing new paper currency. Where currency 
expansion has been checked, as in Japan and America, 
there is yet slight evidence of contraction in currency 
to a degree corresponding to the decline in business 
activity, except so far as seasonal movements fairly ac- 
count for it. 

Furthermore, there is no sign of such fundamental 
improvements in public finance, or such radical changes 
in government policies, as will permit the early elimi- 
nation of further currency expansion and early stabili- 
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zation of currency and exchanges. If the business 
reaction continues, contraction is to be expected in sev- 
eral countries, but it is doubtful whether currencies will 
generally be contracted in proportion as business re- 
quirements relax. Such moderate contraction is not 
true deflation, but concealed inflation. The most that 
can probably be expected is a general slowing down of 
currency expansion and a moderate contraction in the 
stronger countries. 

The outlook is for a maintenance of money rates on a 
high level, unless the inflationists, under the stress of the 
business reaction, get the upper hand. There is reason 
to believe that in many countries the present rates, even 
though high, are below a level which should be regarded 
as sufficiently high for this abnormal period. There will 
continue to be a pressing demand for capital on long 
time loans and for shorter credits. Although the United 
States and Great Britain have invested huge sums in 



Continental Europe during the past two years, they 
have fallen far short of meeting the requirements of the 
situation. 

Today it is true, as it was last summer, that the essen- 
tial improvement in world currency and banking condi- 
tions is improvement not in position, but in direction of 
movement. The International Financial Conference 
has thrown the weight of its influence in the right direc- 
tion, and it has done a large service in crystallizing a 
volume of serious opinion upon causes and remedies. 
Already results of its deliberations are apparent; we 
may look for further fruits in the months to come. But, 
if we accept its own perspective, we must expect even 
the wisest policies and the most vigorous efforts to 
operate but slowly in restoring European economic 
conditions in general, and currency and banking con- 
ditions in particular, to what may be called a normal 
position. 



